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SUBJ: STATUTORY RESERVES RATIO CUT TO BOOST BANK LENDING 

1. SUMMARY. STATUTORY RESERVES RATIO REDUCED EROM SEVEN TO SIX 
PERCENT AS MOVE TO STIMULATE ECONOMY. INTEREST RATES ON SAVINGS 
AND LOANS REMAIN UNCHANGED. REQUIREMENT TO DIRECT 50 PERCENT OF 
NET INCREASE IN LOANS TO PRIORITY AREAS BEING MAINTAINED. 

END SUMMARY. 

2. BANK NEGARA (CENTRAL BANK) GOVERNOR TAN SRI ISMAIL BIN MOHD. 
ALI ANNOUNCED REDUCTION OF STATUTORY RESERVES RATIO (PERCENT OF 
TOTAL DEPOSITS OP BANKS WHICH HAS TO BE PLACED WITH BANK NEGARA 
WITHOUT INTEREST) PROM SEVEN PERCENT TO SIX PERCENT. TAN SRI 
ISMAIL SAID AIM IS TO STIMULATE GREATER FLOW OF BANK CREDIT IN 
DOMESTIC ECONOMY AND TO "PROD ALONG PICK-UP IN ECONOMY". HE SAID 
THESE NEW MEASURES ARE INTENDED TO COMPLEMENT GOM POLICY OF 
CONTINUING FISCAL EXPANSION TO BRING ABOUT SUSTAINED GROWTH OF 
DOMESTIC OUTPUT CONSISTENT WITH RELATIVE DOMESTIC PRICE 
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3. COMMERCIAL BANK LENDING INCREASED BY 16 PERCENT OR M$893 
MILLION (US$1.00 EQUALS M$2.50) AND SAVINGS UP 22 PERCENT IN 

1965 DESPITE SLOWDOWN OE ECONOMIC ACTIVITY. INTEREST RATES ON 
SAVINGS REMAIN UNCHANGED AT BETWEEN 3.5 PERCENT TO 7.5 PERCENT 
EOR EIXED DEPOSITS OF ONE TO TWELVE MONTHS AND 5.5 PERCENT FOR 
SAVINGS DEPOSITS. ON LENDING SIDE PRIME RATE STAYS 8.5 PERCENT 
AND PREFERENTIAL AT 8 PERCENT. 

4. TAN SRI ISMAIL SAID REQUIREMENT TO DIRECT AT LEAST HALF OF 
NET INCREASE IN TOTAL LOANS TO SPECIEIED AREAS WAS BEING MAIN- 
TAINED. PRIORITY AREAS ARE: 

A. BUMIPUTRAS (INDIGENOUS MALAYS) - INDIVIDUALS AND BUMIPUTRA 
CONTROLLED AGENCIES AND CORPORATIONS. 

B. MANUFACTURING INDUSTRY, INCLUDING CREDIT EOR EOOD PRODUCTION. 

C. HOME OWNERSHIP, INCLUDES LOANS TO INSTITUTIONS PROVIDING 
HOUSING LOANS. 

D. SPECIALLY APPROVED LOANS SUCH AS FOR INDUSTRIAL CONSTRUCTION. 

5. COMMENT. WE AGREE THAT GOM PROBABLY HAS INFLATION UNDER 
CONTROL AND MODERATE EXPANSION OP BANK CREDIT THIS TIME DESIRABLE 
AS STIMULUS TO ECONOMY. PRIVATE INVESTMENT, DOMESTIC AND 
POREIGN, CONTINUES AT SLOW PACE, WITH EXPORT SECTOR OP ECONOMY, 
ESPECIALLY RUBBER, IMPROVING RAPIDLY. GOM WOULD LIKE TO SEE 
IMPROVEMENT PRIVATE INVESTMENT TO PERMIT EASING OP PACE AND 
CONSOLIDATION OF PUBLIC INVESTMENT, WHICH HAS EXPANDED GREATLY 
DURING PAST LIVE YEARS UNDER SECOND MALAYSIA PLAN, 1971-75. 
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